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A DISCUSSION OF THE 
INTERNATIONAL 
SITUATION 


The Introduction 


By Cot. ARTHUR H. Carter, President 


HIS meeting of the Society is particularly opportune 

because it marks the thirty-fifth anniversary of the first 
C. P. A. Law passed in this country and the thirty-fourth 
anniversary of this Society. 

Eighteen pioneers organized The New York State Society 
of Certified Public Accountants at a meeting held in the old 
Waldorf Hotel March 30, 1897; therefore, it seems appropriate 
to find ourselves enjoying tonight the hospitality of the new 
Waldorf. 

The presence of our honored guests tonight affords a happy 
opportunity to express the appreciation and thanks of this 
Society for their helpful cooperation in matters of mutual 
interest and to pledge our continued loyal support of their 
efforts for a common cause. 

We are indeed grateful to the Board of Regents, State 
Education Department, and Commissioner of Education for 
their faithful supervision of our profession, and we pledge 
anew to maintain the high standards which have been estab- 
lished and to render any assistance possible to make their 
tasks easier. 

We pledge ourselves to the members of the Legislature to 
be helpful whenever possible to the program of civic legisla- 
tion and particularly to Senator Mastick, as Chairman of the 
State Commission for Revision of Tax Laws. 

We shall support the constructive program of our Com- 
mittee on State Taxation which is now under way. * 
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6 The International Situation 


We appreciate the helpful attitude of the representatives 
of the Bureau of Internal Revenue of the Treasury Depart- 
ment, of the State Tax Commission, and of other State Depart- 
ments present here tonight, and assure them of our desire to 
make their problems easier. We shall welcome further oppor- 
tunities to demonstrate our usefulness to them. 

We are grateful for the interest in our profession displayed 
by the credit and financial organizations whose representa- 
tives are with us tonight and whose functions have brought 
us into close relationships. We trust that the present coopera- 
tive effort will increase. 

The leading financial writers and editors, particularly 
during recent years, have been most encouraging to the certi- 
fied public accountant. Their knowledge of, and writings on, 
accounting subjects have been a great inspiration to us, and 
have contributed beyond measure to the understanding of the 
investing public. 

I am particularly pleased to have the opportunity to express 
our appreciation of cooperation on the part of other accounting 
organizations in the cause of this Society, particularly that of 
the American Institute of Accountants, The American Society 
of Certified Public Accountants, the National Association of 
Cost Accountants, and the state accounting societies of New 
Jersey, Connecticut, and Pennsylvania. 

I am happy that the guests of our members are with us 
tonight and have this opportunity to judge for themselves the 
serious purpose of our Society. 

For the information of our guests it is not out of order for 
me to give a brief outline of the origin of our Society, its 
objectives and accomplishments. The Society was organized 
in 1897 for the following purposes: To cultivate, promote and 
disseminate knowledge and information concerning account- 
ancy and subjects related thereto; to establish and maintain 
high standards of integrity, honor and character among certi- 
fied public accountants; to furnish information regarding 
accountancy and the practice and methods thereof to its 
_ members, and,to other persons interested therein, and to the 
“gertera! public; 
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Introduction 7 


Believing that the profession of accountancy should be 
established primarily upon an educational basis, as other pro- 
fessions, the Society arranged with New York University for 
a course of technical studies in the science of accounting, 
finance, economics, commercial law and other necessary sub- 
jects, for those desiring to enter the profession. This course 
of study was established in 1900. With this as a beginning, 
there developed the well known School of Commerce, Accounts 
and Finance of New York University. Courses of instruction 
in accountancy were later offered by Columbia University and 
other schools and colleges throughout the State and the 
United States. 


In 1896 the group of men, who, one year later, were the 
founders of the Society, were instrumental in having placed 
on the statute books of the State of New York the first law 
creating the designation certified public accountant. Since 
then similar laws have been enacted by every other state in 
the Union and by the District of Columbia, Alaska, Hawaii 
and the Philippine Islands. 


According to the law of the State of New York, only those 
accountants who have qualified before the Board of Regents of 
the University of the State of New York as to age, charac- 
ter, education, citizenship, and have passed the examination 
required by the Education Department of the State, or have 
had their certificates from other states endorsed by New York 
authorities, may assume the title of certified public accountant 
or use the abbreviation C. P. A. 

To become a member of our Society, it is necessary for the 
applicant to be registered by the University of the State of 
New York as a certified public accountant. Any person who 
has passed the certified public accountant examination set by 
the University, but who has not been registered as a certified- 
public accountant is eligible for election as a junior member. 
Today there are 1658 members of the Society. 


A large majority of all corporations whose securities are 


25 
t- 
t- 
to 
T- 
od. 
a- 
nt 
id 
Ss 
of 
w 
1S 
1e 
Or | 
ts 
ad 
t- 
in 
ig 
ts 
a 
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listed on the New York Stock Exchange, as well as many 
other business concerns, are audited by members of this 
Society, who are partners in, or are connected with, firms 
practicing public accountancy. The Society works in close 
harmony with the New York Stock Exchange, The Robert 
Morris Associates, commercial credit organizations, chambers 
of commerce, and other associations which are constantly 
striving to set higher standards for the type of financial reports 
and information which corporations should furnish their 
stockholders, their banks, the investing public and the finan- 
cial world generally. 

Although the cause of this Society has been in progress 
for over thirty-four years it is apparent to all that the last ten 
years have crowned it with a degree of success hitherto 
unparalleled. 

For this splendid progress we heartily rejoice, but in com- 
parison to law and medicine, we are still building a new 
profession. We are building it slowly, painfully, and with 
stumblings to meet changing conditions, but we are making 
progress and this festive gathering is certain evidence of that 
progress. 

I wonder if our friends in other business activities have 
known of the progress of our profession as they should 
know of it? 

I wonder if our members have fully realized that we, as 
builders, must prosecute our work in such a way that our 
foundation is supported by an informed public opinion? 

The general interest of the investing public in matters 
pertaining to accounts, the present trend of legislation, the 
demand for publicity for corporate affairs and conservative 
accounting policies, and the efforts of the New York Stock 
Exchange to require proper financial statements are sufficient 
evidence of the growing demand for the accountant to take 
his proper place in affairs of today. 

I believe that the certified public accountant is worthy of 
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a more prominent place than he now occupies in the financial 
and business councils of this Country. 

His interest in civic affairs is growing, I am pleased to 
say, and I believe the time is not far off when we shall find 
him even more in demand. 

If we are to continue the success we have attained we 
should do well to inquire what we may do to accomplish that 
purpose. 

Nothing, in my opinion, will do more toward maintaining 
our position and continuing our growth than to do good work 
and to strive for higher professional standards. 

These standards should be maintained through the con- 
tinuing activities of our Society, and I hope that each C. P. A. 
of this State will feel responsibility to his Society and to the 
public for a full measure of effort to build the profession for 
greater responsibilities and usefulness. 

A broadening of our vision, more interest in civic affairs, 
greater knowledge of the economics of business, have great 
potentiality for presenting more adequately our profession to 
the public. 

When prosperity prevails we do not always realize the 
cause, but when adversity in business faces us we all seem to 
sense the cause of common suffering. 

We, as reputed conservatives in all business undertakings, 
should keep before us the urge to seek out the cause as well 
as effect of underlying conditions. 

To recognize the international character of many of the 
causes of the present grave situation need not make one an 
internationalist. It, however, develops one’s information and 
broadens one’s understanding. 

We feel that we are developing information and under- 
standing, as well as rendering a public service, by presenting 
for discussion tonight a most timely subject, “The Interna- 
tional Situation’—considered first from the financial side by 
George P. Auld, former Accountant-General of the Repara- 
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10 The International Situation 


tion Commission. He will paint the great canvas of world 
affairs and finance. 

Our second speaker, Geoffrey Parsons, has made a spe- 
cialty of interpreting for the common reader the great eco- 
nomic forces and how they affect each and every one of us. 
Mr. Parsons is, as you know, the chief editorial writer of the 
Herald Tribune and needs no further introduction to you. 


| 
7 
a 
oO 
oO 
oO 


International Debtors and Creditors 
By GeorceE P. Autp, C. P. A. 


Mr. Auld is a partner in the firm of Haskins & Sells and was 
formerly the Accountant-General of the Reparation Commission, 
assisting Qwen D. Young in the installation of the Dawes Plan. 
He is the author of an authoritative book entitled “The Dawes 
Plan and the New Economics’ and many articles on the repara- 
tions situation and international finance published in this country 
and abroad, that have attracted wide attention and comment. 


UR fathers and our forefathers had their full measure of 

afflictions of economic origin, both permanent and recur- 
ring, and those afflictions bore on them just as heavily as the 
distresses and anxieties of today weigh on our present popu- 
lation. But life in those days was vastly simpler. The eco- 
nomic scheme revolved around small local groups. The indi- 
vidual could discern most of the causes of his difficulties close 
at hand and he was able to grapple with them directly. He 
did not have to know much about what the rest of the world 
was thinking and doing or how it was prospering. 

In the last century, however, science came along and 
changed all this. Great elemental forces were released from 
the earth and harnessed to the service of production, communi- 
cation and transportation. These forces transformed the 
fundamental conditions of human life—greatly accelerating its 
pace, and bringing a bewildering complexity into the scheme 
of economic causation. The old system of self-sufficient local 
groups was swept away, and the individual became a cog in 
a world-wide mechanism, which linked the fortunes of pro- 
ducers at home to those of consumers across the oceans and 
at the ends of the earth. 

All this has been said many times before, and it has been 
accepted as a truism. But a good many of its implications 
have been accepted incuriously. In this country particularly 
there has been little real appreciation of the world-wide basis 
of the economic mechanism by which we live. It is, indeed, 
only a matter of months since the thunderbolts of an interna~ 
tional panic revealed to us that the economic interdependence 
of the nations is something more than a pretty phrase coined 
by theorists and other suspicious characters with an inter- 
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12 The International Situation 


national slant. It is only lately that the repercussions in this 
country of the German credit collapse and the unseating of 
the pound sterling have made us actively aware that the prin- 
ciples of international interdependence and international co- 
operation cut both ways—that our own economic life, though 
rooted in the greatest industrial development of history, can 
still be menaced or deranged by economic, political and 
psychological disturbances abroad. 

Though we are only now waking up to these things, it can 
nevertheless be said that we have made fairly rapid progress, 
as time is counted in measuring the development of the human 
mind. For, it is not yet twenty years since the United States 
emerged from a more or less passive role in the modern world 
system; and that system itself, with its far flung and intric- 
ately organized commodity and money markets, had then 
existed hardly more than half a century since the days of its 
rudimentary beginnings. 

For its bearing on world problems today, it is worth while 
briefly to recall our pre-war national circumstances. During 
the first century and more of our existence as a nation, the 
thoughts and energies of our people were turned inward. They 
were engrossed in the problem of domestic development—in 
the opening up of a continent, in the initial exploitation of its 
vast resources and in the building of a great railway system. 
They were establishing the foundations of an ordered eco- 
nomic system on a scale commensurate with the area, the 
resources and the potential population of the country. They 
were laying the groundwork for its present vast productive 
capacity. They were plowing back their savings into new 
productive facilities, and over and above those savings they 
required still more new capital for the same purpose. 

That demand was satisfied for us by Europe, particularly 
by the English, who up to 1914 had invested in the expanding 
enterprises of this country over 3% billion dollars of British 
capital, for which we gave American long term securities. We 
were in those days only dimly aware of that process of inter- 
national investment of which we, as well as the lenders, felt 
the benefits. We had no great incentive to be curious about 
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it or to speculate on the significance that that same process, 
reversed, would one day have for us, when our plant would be 
equipped up to and above the level of contemporary world 
development, and our productive capacity would provide us 
each year with a surplus of capital for export and investment 
abroad. 

With each decade our industrial power became more firmly 
integrated, until when the war came it had reached the burst- 
ing point. But we were not prepared for the exacting role of 
the greatest surplus-producing, surplus-exporting and surplus- 
investing country, into which we were abruptly plunged. 
Almost overnight we became the one great nation which was 
a creditor on current account with the world, while England, 
despite substantial sacrifices of her foreign investments, was 


still to retain an important creditor position on capital account., 


The unprecedented economic overturn that marked the. 
war period is best portrayed by the trade and balance of for- 
eign payments figures, as estimated or cited by the Depart- 
ment of Commerce, which I have arranged so as to bring 
out, as I see them, the nature of international capital move- 
ments and the processes of settlement therefor. During the 
four war years the United States exported a surplus of about 
11% billion dollars of commodities, over and above imports, 
and in the succeeding twelve years to the end of 1930 our com- 
bined export surplus of commodities and services, over and 
above all incoming items, was estimated at 9¥4 billion dollars. 

This great outward movement of 21 billion dollars of 
American capital was settled for by the liquidation of our pre- 
war net debt to Europe, estimated at 2% billion dollars, by the 
acquisition of the inter-ally debts at 10 billion dollars, by the 
acquisition of a net commercial investment abroad estimated 
at the end of 1930 at 9 billion dollars and by taking nearly 
2¥ billion dollars of monetary gold, which more than doubled 
our previous stocks of that metal. 


This estimated total of 24 billion dollars of net debts, titles 


to property and gold, received in settlement for an estimated 
capital export of 21 billions, indicates a discrepancy some- 
where of 3 billion dollars. The difference is quite probably 
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14 The International Situation 


due in large part to an overstatement of our net foreign 
holdings at the end of the period, arising from an under- 
estimate of the amount of American investments held by 
foreigners, the accurate determination of which presents great 
difficulties. Our gross foreign investment is included in the 
figures at 15 billion dollars, and the offset for foreigners’ long 
and short term investments here is included at 6 billions. 
On the assumption that the latter figure is considerably 
underestimated, our net foreign commercial holdings at the 
first of this year, instead of being stated at 9 billion dollars, 
would appear in our international capital account at say 6 or 7 
billion dollars. 

These foreign operations of ours over the sixteen year 
period since 1914 have been greeted with a chorus of discord- 
ant voices, variously interpreting their meaning and variously 
weighing their observed results and probable future conse- 
quences. Broadly, the comments have been of two kinds. 
European authorities emphasize that the flow of 2% billion 
dollars of gold to this country was a highly unnatural process 
—one which was profoundly disturbing to the monetary sys- 
tems of the world and which in their view was caused by an 
egregious failure of this country as a creditor nation to fully 
invest abroad its current credit balances derived from its 
foreign operations. We have not played the game, they say, 
according to the rules. 

In this country, on the other hand, looking at the figure 
of 15 billion dollars of gross foreign investment, people are 
disposed to believe that we are over-extended as it is, and at 
the moment there are many who insist that we must in future 
drastically curtail our foreign investing activities. Let Europe, 
they say, make its own rules and play its own game. 

Both these views have substantial elements of reason 
underlying them, but in their final conclusions in each case 
they miss the vital point. As an exposition of economic 
theory, the European has the best of the argument up to the 
point of assigning causes. At that point, however, he very 
humanly succumbs to the temptation to find someone else 
responsible for his troubles and those of the world generally. 
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It is true that in a normal world our current credit balances 
ought to have been fully funded. It is correct that the funding 
fell short of this ideal by the amount of the gold import, or 
at the average rate of 150 million dollars a year over the 16 
year period. But considering the fact that without the contra 
investment by Europe here, we would have largely over- 
funded our balances, and the flow of gold would have been 
in the other direction, it is clear that the reasons for the 
failure reach considerably deeper than a refusal by this 
country to play the rules of the game. Europe must look 
closer home for some of the causes of the accumulation of 
gold in this country. 

I do not mean to suggest that there should not normally 
have been a considerable contra investment of European 
funds here. It is clearly not to be expected that international 
investments will be all on one side or all on the other side. 
The estimate used of our 1914 net debt to Europe (which 
was assembled from other sources in a recent book by Pro- 
fessor James Harvey Rogers of Yale) showed $2,350,000,000 
of our funds invested abroad against 5 billions of foreign funds 
invested here. On those estimates, the smaller contra invest- 
ment was 47% of the preponderating investment on the other 
side. So that if Europe before the outflow this fall of $700,- 
000,000 in gold from the United States, had 6 or even 8 billions 
invested here, against our 15 billions abroad, it is not to be 
assumed that the situation was necessarily an unnatural one. 

Considering everything, however, it cannot reasonably 
be alleged that this country has not done its full share and 
even more toward the establishment of a normal distribution 
and long term funding of capital during the period since 1914. 
We entered this unfamiliar field of foreign financing and 
investing on a scale much larger than was ever undertaken 
in a similar period by Europe in the days of her primacy. 
Our people did this at a time of urgent need of world recon- 
struction, in the face of conditions abroad calling for consid- 
erable courage on their part, and as a consequence they are 
going to sustain losses, (though by no means so large as the 
pessimists would have us believe). After all, Europe had some 
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responsibility for the preservation of her own institutions— 
she had some interest in the protection of her own monetary 
systems from disaster, and if the 15 billion dollars of securities 
which we took were not enough to balance the international 
account, Europeans owed it to themselves to curtail the 
remittances of funds which they were continuously sending 
here in large amounts, partly for super-safety and partly for 
speculation. On any judicious weighing of the facts, it was 
the remittances to this country by Europeans themselves 
that piled up the mountain of gold in the United States. 

But though this is, I believe, a fair statement, it still falls 
far short of making a case for our economic isolationists. We 
may profitably consider whether we have any alternative 
outlet in sight for the surplus productive capacity which we 
now employ on foreign account, and if not we will hesitate to 
promote the formation in this country of a standing army of 
unemployed for the dubious satisfaction to be obtained from 
letting the rest of the world stew in its own juices. The move- 
ment of our capital abroad took place under the pressure of 
powerful economic forces, and though some of the invest- 
ments were injudiciously placed, it is worth the while of 
sensible persons to examine the facts coolly as a problem to 
be solved, rather than to indulge in vain and exaggerated con- 
demnation of Europe and our own bankers. 

If we have any idea, born of the depression, that the 
United States is not going to continue to produce and to 
market abroad a substantial annual exportable surplus, we 
ought to correct our perspective. Retaliatory tariffs may grow 
up around us. They may conceivably diminish our great 
export trade (which for the seven years prior to 1929 
averaged $4,850,000,000 annually, while imports averaged 
$4,260,000,000). They may also operate to curtail our import 
trade by throwing some of our diverted export product into 
our home market, though it may be that while English manu- 
facturers, for example, are turning their product into their 
newly protected home market some of our diverted exports 
will go instead to her present foreign customers. But even 
though both sides of our foreign trade account may be reduced, 
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the current credit balance will still remain. This balance which 
from 1922 to 1928 ran at an average of $570,000,000 a year, 
(i. e. a net credit of $595,000,000 on commodity trade, less a net 
debit of $25,000,000 for services), represents our exported sur- 
plus production in excess of our own requirements for con- 
sumption and new capital, and it will still arise, based as it is 
on our superior industrial power and methods. It will still 
find foreign markets, as it has in the past, partly on a quality 
and partly on a price basis. 

You may dispute this and point to the present prostration 
as evidence that the production of unmarketable surpluses 
is possible. But the truth is that the present considerable 
paralysis of production is a symptom of a world-wide break- 
down of credit, and so far as it is traceable to the prior con- 
dition of the commodity markets it results from unbalanced 
production—from overproduction of particular commodities. 
It is still true that in normal times when the world credit 
system is working properly there can be no such thing as 
overproduction as a whole, until, as Sir Arthur Salter says, 
the last Hottentot lives like a millionaire. 

Now, at the risk of being tedious, I should like to elaborate 
a little on the somewhat abstruse but important question of 
the economics of international capital distribution and repay- 
ment. Every civilized nation, in normal times, produces a 
surplus over consumption. Whether that surplus will be suffi- 
cient for its new capital requirements depends, as I see it, on 
the relation for the time being between the level of its own 
industrial development and the general world level. If its own 
development is under the general level, the country is for the 
time being a natural debtor and will require the importation 
of new capital from such countries as occupy for the time 
being the opposite status of natural creditors. In those more 
highly organized countries the capital reservoirs fill up and 
spill over to fertilize the rest of the earth, in obedience to 
economic forces ceaselessly at work to equalize the general 
world development. 

The importation of this capital into the debtor country 
takes the form of capital equipment or (what comes to the 
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same thing) of consumption goods or services the acquisition 
of which will leave home industry free to produce the neces- 
sary fixed capital goods. This imported capital is, therefore, 
intended, directly or by substitution, for long term lock-up in 
plant or public works, and when and as imported it should 
be covered, and in normal times will automatically be covered, 
by the investors of the creditor country, say the United States. 
They will take up the new long term capital issues of the 
debtor country, say Denmark, or through triangular trans- 
actions, the capital issues of some country debtor to our 
debtor, say Norway. That this will happen automatically, 
assuming sound credit conditions abroad, is obvious, for the 
American investor will not find at home new capital issues 
for these amounts, since they represent our country’s surplus 
savings over and above the requirements of our own 
industries. 

This international distribution of securities is clearly a 
natural and inevitable economic phenomenon. And it is the 
only one available as means of settlement for the international 
movements of real capital. The function of gold is a monetary 
function. It is needed in the central banks everywhere as 
national monetary reserves, and is not properly available as a 
means of settlement for the great movements of capital on 
their long term swings. As an instrument of settlement it is 
logically limited to the fine day-to-day adjustments on account 
of current remittances. 

Going one step further, I should like to emphasize the 
fallacy of the widely held ideas that, failing to take gold, we 
must take more goods in settlement for our current credit 
balances, or alternatively that if we do continue to lend abroad 
we must ultimately be submerged by an influx of foreign com- 
modities when the debts are paid. These ideas are based, to 
my mind, on a complete misconception of the economics of 
capital distribution. For, when the time arrives, in the long 
cycle of capital distribution, when the world level of industrial 
development is raised above ours, we will once more be in the 
market for foreign capital. And real capital, be it remembered, 
is nothing more nor less than commodities and services. Those 
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future imports of commodities and services, then, will not be 
embarrassing to us. They will arrive in response to our 
demand for new capital, and as I have already suggested, they 
will either be in the form of the required fixed capital equip- 
ment or they will release home capacity for the production of 
that equipment. 

Now, to return for a moment to one of our present debtors, 
let us say Germany. Germany has been incurring foreign 
commercial debt in the manner just discussed and in normal 
course she should before long emerge into a creditor position. 
In proportion as the proceeds of the loans have been properly 
applied, and the proportion is a large one, the result has been 
to strengthen the productive power of the country. By this 
process, combined with the reinvestment of her own savings, 
the level of industrial development in Germany has been 
rising, and at the point where it begins to top the general 
world level, she will commence naturally to produce an export- 
able surplus of her own. That surplus she will send abroad, 
as we sent ours abroad during the war, liquidating first her 
foreign debt and thereafter undertaking foreign investing on 
her own account. Meantime, while she is still building up her 
plant, the investment earns its own carrying charges and the 
savings set aside to meet the maturing interest obligations 
will be reinvested where they lie by the foreigners for whose 
account they accrue. It is obvious that such a process of 
reinvestment does not imply, though it is often said, that a 
debtor country, whether the United States before the war or 
Germany in recent years, is paying its maturing interest 
charges out of new loans. It sets them aside out of income 
and the creditor reinvests them. 

This process of investment and reinvestment of earnings 
on foreign account was always typical of the pre-war relations 
between England as the great creditor nation of history and 
her debtors. The principle is the same today as it was before 
the war. England’s current balances, as it happened, were 
credit balances of ocean freight earnings, interest and other 
services, net, after deducting a commodity debit balance, 
while ours today are commodity credit balances, net, after 
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deducting a debit balance of services. But the principle 
remains the same. The fact that England as a creditor 
exported more services than she received but received more 
commodities than she exported may account for the widely 
held idea that a creditor country must be an importer on 
balance of current commodity trade. But it does not make 
the idea any the less absurd. We are a creditor nation because 
our balance on commodity trade is the other way. But a 
credit balance is a credit balance, however arising, and we 
fund our credit balances in the same way that England did. 

This seems to me perfectly clear. Yet no operation in the 
field of economics has, since the war, suffered from more gen- 
eral misapprehension and confusion of thought. For, back in 
the days when the war debts were created, someone invented 
the so-called transfer problem to prove that the service of 
those debts could not be properly taken care of unless the 
debtor country had an export surplus and unless the creditor 
countries accepted that surplus in the form of imports—each 
of these assumptions being, as I have pointed out, the state- 
ment of an absurdity. 

As to the service of the reparation debt, the truth, as I see 
it, is that these charges, when raised in normal times by taxes 
under a balanced budget, were automatically taken care of by 
Germany in the same natural way as the service of her com- 
mercial debts. For, taxes provided out of income under a 
balanced budget constitute savings or new capital just as 
surely as does interest provided out of corporate income, 
and its reinvestment by the creditors presents no different set 
of problems. And the fact that the interest is reinvested where 
it lies indicates the fallacy of the idea that the raising of tariff 
barriers in the creditor country tends to prevent settlement of 
debts owing to it. This idea is merely a variation of the fallacy 
already discussed that we must take more goods in order to 
receive settlement for our current credit balances. Unsound 
as is, in my view, the tendency to raise tariffs, such a policy 
does not have to answer this particular indictment. 

Now as to the real magnitude of our present creditor posi- 
tion on capital account. It is to be noted that the war-debts 


a 


International Debtors and Creditors 21 


and the net amount of all our other foreign holdings, taken 
together, come to less than England’s pre-war foreign invest- 
ment of $20,000,000,000—a position which despite her war 
losses had been reconstituted by the end of 1930, according to 
estimates of the London Economist, to that same figure in 
gold, from which, so far as it consisted of sterling securities, it 
has, of course, now fallen as a result of the depreciation of 
the pound. 

And lest it be suggested that the comparison with Eng- 
land, considering her present plight, is not a happy one, it is 
worth emphasizing that England’s troubles are not attribu- 
table to the magnitude, as such, of her long term creditor 
position. Not only is it clear in these days of falling prices 
that the lot of creditors generally is more comfortable than 
that of debtors; it is also apparent in particular that England’s 
monetary crisis was precipitated as a consequence of the vul- 
nerable technical position of the London short term money 
market, whereby her current liabilities to foreigners, amount- 
ing to around $3,000,000,000 gross, dangerously exceeded her 
current claims on foreigners, while at the same time some of 
those claims were not in reality liquid. 

It was not the magnitude as such of her creditor position 
on long term account that embarrassed England, but the fact, 
among others, that in recent years she had been building it 
up in an abnormal way. She had been adding to her port- 
folio of long term foreign securities, not by funding current 
surpluses on foreign account, which in fact were dwindling 
to the vanishing point, but out of short term money taken 
into the London discount market from abroad. She was, as 
the phrase goes, “borrowing short and lending long.” 

The. long term foreign securities taken by England over the 
past seven years have exceeded her foreign earnings during 
the same period by an amount estimated at $1,200,000,000. This 
fact, and not a Franco-American plot, as some Englishmen 
seemed to imagine, was among the important antecedent 
causes of the drain of gold from England which was set up 
when the various crises on the continent resulted in the calling 
of a considerable portion of her short-term liabilities. 
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This recent tendency of England to over-invest abroad 
makes it apparent that her foreign financing and investing 
tradition has strongly persisted in the face of a serious im- 
pairment of the efficiency of her industry. The equal partner- 
ship of British finance and of British industry, in the days of 
its primacy, made England great. Recently, with her industry 
lagging behind and her export trade and other foreign earn- 
ings falling off, her international banking machinery has still 
been geared up to the old pace. The London money market 
has still been moving vast quantities of foreign goods with 
short money brought in from every part of the world, and 
British investors have still been taking up large amounts of 
long term issues floated in London through long habit by 
borrowers in every continent. 

England’s energies now need to be, as ours were before 
the war, turned inward. She has ahead of her, as her soundest 
thinkers are agreed, a drastic reorganization of her industries, 
implying the plowing back of her current savings into internal 
development projects. This will mean at least a partial liqui- 
dation of her foreign holdings, and it may conceivably involve 
long term borrowing by her abroad for her domestic purposes. 

Thus, if the economic equilibrium of the world is to be 
maintained, our country, far from being at the point of draw- 
ing back into its shell, is bound further to develop its interna- 
tional banking and foreign investment machinery by taking 
over a portion of England’s position and even by assisting in 
the reconstruction of her industries. Our economic situation 
makes this inevitable; and our interests otherwise will demand 
it. For we cannot get along without England. She is a great 
customer of ours, rather than a competitor, having taken in 1928 
$850,000,000 worth of our products and, on the assumption 
suggested by the Department of Commerce that our grain 
exports to Canada are actually destined for Europe, the United 
Kingdom and not Canada ranks as our leading customer. We 
need moreover to see England’s productivity reestablished, in 
order that her international banking organization may be pro- 
tected in its fullest usefulness and remain available to carry a 
share, with the United States and France, of the burdens and 
risks of world finance. 
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In the period ahead, to the extent that we may take over 
England’s long term commitments or participate directly in 
the reconstruction of her industries we shall be diversifying 
our foreign holdings to good purpose. In the one case we 
shall acquire holdings that have passed the high credit stand- 
ards of British investment banking and in the other case we 
shall be participating in the home enterprises of a race that, 
whatever its shortcomings, is unsurpassed in the possession 
of the fundamental credit factors of moral stamina, financial 
integrity and demonstrated capacity for self-government. 

Our European investment position today suffers from our 
having too many eggs in the German basket. About 3% 
billion dollars of long term money, as estimated by the Wiggin 
Committee, is invested in Germany, of which we have sup- 
plied nearly a billion and a half, as estimated by the Depart- 
ment of Commerce. We should be under no misapprehension, 
however, as to the basic economic credit-worthiness of Ger- 
many, as one of the two or three most powerful economic 
organisms that the world has ever seen. Germany, for the 
long term, is a first class economic risk. Since the great infla- 
tion of the early 20’s, her industries have been reconstituted, 
her plants are now equipped up to the minute and her people 
are industrious, intelligent and highly skilled. 

Germany’s real trouble is reparations. I do not mean that 
the reparation payments constitute, as is often alleged, an 
impossible economic burden in normal circumstances. It 
seems quite clear to me that they do not. The average annuity 
of $475,000,000 under the Young Plan amounts to $7.50 a head 
per annum or 4% of Germany’s national income in 1925, as 
estimated by Harvey E. Fisk. This is a sizeable burden, no 
doubt, and one the weight of which has been increased some 
20% by the recent fall in prices. But it is a long way from 
being economically impossible. 

The real weight of the reparation burden on the German 
people and in consequence on the whole system of interna- 
tional trade and finance is psychological. The reparation 
problem is primarily a political problem—one which offers a 
continuous threat to the international stability on which the 
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economic well-being of the world depends. With every recur- 
ring dip of the trade cycle—and we all know that these dips 
will recur as long as human beings are governed alternately 
by extravagant enthusiasms and unreasoning fears—the repa- 
ration problem will inevitably become the football of German 
domestic politics. There will be no escape from the return of 
these reparation crises as long as the debt stands at any sub- 
stantial figure, and the events of the past year are evidence 
enough of the grave menace to the world which such crises 
offer. 

Men everywhere like to ascribe their troubles to some 
external cause, and the Germans are no exception to the rule. 
The Hitlerite agitation in Germany lays the economic ills of 
the country to reparations, and advocates repudiation on that 
ground, as well as on the ground that the payments constitute 
a tribute, saddled on the defeated, which ought not to be 
longer borne. 

Today England, the United States, and the rest of the 
world are struggling with a widespread crisis of confidence. 
The preliminary phase of the economic depression had a 
broad economic origin in the collapse of a boom. It would not 
be rational, in my view, to attribute to reparations any great 
part in bringing on that collapse. But, with the gradual 
appearance of hard times resulting from a catastrophic decline 
in prices and with the consequent unbalancing of the German 
budget, the reparation question raised its ugly head. 

That ominous second phase, the beginning of the inter- 
national crisis of confidence, came as a direct result of the 
Hitlerite agitation and its threat to the stability of the German 
republic during the autumn of 1930. Nine months later the 
third and virulent phase of international panic, through which 
we have just been passing, had a similar origin, though rein- 
forced on that occasion by the Austrian bank crash. 

It cannot be doubted that the Hitlerite campaign against 
the further payment of reparations contributed as much as 
any other one factor to the dangerous withdrawal of funds 
from Germany. Germany, like England, had too many short 
term liabilities, estimated at about 2% billion dollars gross. 
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Out of this combination there arose last June the specter of 
an international financial disaster of great magnitude, which 
was narrowly averted by the moratoria initiated by President 
Hoover affecting the reparation debt and by the Wiggin Com- 
mittee of bankers with respect to the payment of German 
private short term obligations. After this came the shock of 
the English crisis and the unseating of the pound sterling, 
which though traceable to deep underlying causes, was pre- 
cipitated largely as a result of the German break-down. 

My view of reparations is that the debt is economically 
possible of payment but that it is not the part of wisdom for 
this country to maintain it in the political landscape through 
insistence on the payment of the inter-ally debts. One criti- 
cism of this view has been expressed in language like this: 
“Well, if you conclude in the end that we ought to cancel the 
debt, why so much conversation tending to show that it is 
economically possible of payment?” My reply would be that 
truth has value for the solution of any problem—and that a 
solution of this particular problem depends on an understand- 
ing of its real elements by the American public. 

What convinces me that the reparation problem will not 
cease to be a dangerous irritant in international relations and 
a constant threat to world stability until the debt is cancelled 
or very substantially reduced, is the difficulty of finding a 
satisfactory answer to the second part of the Hitlerite doc- 
trine—the cry that the payment of a tribute is no longer to be 
tolerated by Germany. Now although all parties in Germany 
do not regard the repudiation of the debt as expedient, since 
the immediate and most destructive consequences of such an 
act would fall on Germany herself, all Germans without dis- 
tinction are united in an intense antipathy to reparations as a 
humiliating indemnity, the discontinuance of which after thir- 
teen years is, in their opinion, long overdue. 

If it could be demonstrated that the payment of repara- 
tions gives effect to some great principle of international jus- 
tice such as the equitable distribution of the fiscal and social 
burdens imposed on the European belligerents by the war, it 
is conceivable that the German nation would be less restive 
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under the obligation. But the equity or inequity of the redis- 
tribution which is effected by the payment of reparations 
cannot be determined. The statistical difficulties of the sub- 
ject are beyond the capacity of the human mind to deal with 
adequately. All the nations of Europe sustained fearful losses 
from the war and its aftermath, and no one can say which 
suffered the most. 

The upshot of it all is that reparations are played out. 
From 1918 to July 1, 1931, the effective date of the Hoover 
moratorium, Germany paid approximately $4,500,000,000, and 
the allies paid us about $2,500,000,000, of which England paid 
about $1,800,000,000. I have computed that the payments by 
Germany are the equivalent of principal and interest at 5% on 
a capital sum of the order of $3,400,000,000 and those by the 
allies on a similar basis are the equivalent of about $1,800,000,- 
000, of which England’s share has been over $1,300,000,000. 
It is time to wash the slate clean. A new and vigorous gen- 
eration is growing up in Germany, to whom the iron necessity 
that confronted their fathers at the Hall of Mirrors in 1919 has 
no meaning whatever. It is no longer practical and it is cer- 
tainly not profitable to attempt to tie a highly civilized, virile 
and self-respecting nation of 65,000,000 people to the contin- 
ued payment of a war indemnity. It is dangerous to the peace 
of the world to press the liberal German republic by this 
means into the arms of a nationalist reaction. 

No close observer believes that Europe can solve the 
reparation question by itself. Too many practical facts tie 
the inter-ally debts into one indivisible whole with repara- 
tions. Two-thirds of the reparation payments normally come 
through to us. The allies are in fact largely out of the picture 
and we in reality are face to face with Germany for the adjust- 
ment of this most formidable of all the problems left by the 


war. 
To us the maintenance of the reparation system through 


the maintenance of the inter-ally debts means nothing of ad- 
vantage, compared with our stake in the stability of Europe. 
The average annuity of $317,000,000 receivable by the United 
States represents $2.60 apiece each year, and this inconse- 
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quential benefit would, year by year, with the increase in our 
population become even more insignificant. The annuity 
receivable amounts to 244% of our national and local govern- 
ment costs and 4/10 of 1% of our recent national income. 
The idea that the payment of the inter-ally debts is important 
to our taxpayers has no foundation in fact. But the losses 
imposed upon our whole population as a consequence of the 
recurrent agitations in Germany against the further payment 
of reparations are real and substantial. 

That the reparation debt can be completely wiped out at 
this time seems impossible. The English can probably be 
expected to support such a project. But France still attaches 
importance, unwisely as many of her friends believe, to the 
approximately 90 million dollars a year which under the Young 
Plan she stands to receive, net, after taking care of her present 
inter-ally obligations to the United States and England. How- 
ever, the collapse in prices now offers a convenient opening 
for the adjustment of the whole debt on the ground of its 
increased burden, provided that the United States will partici- 
pate in the adjustment, as creditor on inter-ally debt account. 
If we can make up our minds to embrace this opportunity of 
making a deep cut in the debts, without reference to the 
principle of capacity to pay, we shall certainly witness a 
revival of confidence throughout the world that will restart 
the wheels of industry and add billions to our national income 
within the first few months. 

At the present moment, the old question of relative priority 
of Germany’s reparation payments and her private external 
debts has been revived. In my view, the importance of the 
subject has always been exaggerated. The question arose in 
the past on the presumption that German capacity for pay- 
ment on both kinds of debt over the years would in some 
mysterious manner prove to be less than her capacity to set 
aside interest and sinking fund payments out of income, which, 
to my mind, as I have indicated, is an absurdity. At the pres- 
ent time the question seems to be concerned more specifically 
with the rights of the reparation creditors vs. the rights of the 
holders of overdue private short term debts. But both classes 
of payments are at present in suspense under the moratoria. 
As for the future, political considerations suggest that it will 
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be a long time, if ever, before the payment of reparations on 
the old scale will be resumed. And for reasons connected with 
the proper functioning of the monetary systems of the world it 
seems likely that a considerable part of Germany’s private 
short term debt will, perforce, be funded into intermediate or 
long term obligations. 

The excessive amount of short term money which in recent 
years has been crashing back and forth between the great 
international money centers is obviously a grave menace to 
the monetary and credit systems of the nations as economic 
entities, just as floating debt is a menace in corporate and in 
governmental finance. The reduction of these balances by 
funding is the most important technical problem confronting 
world finance. These balances are a symptom of the world- 
wide break-down of credit, and their orderly reduction is part 
and parcel of the over-all problem of the reestablishment of 
fundamental credit factors, largely psychological and political, 
particularly, as I see it, in Europe and India. For such a restor- 
ation we must look to the statesmen of the world for inspired 
leadership. 

Along with that restoration, the responsibility of the bank- 
ers will extend to the improvement of the methods of foreign 
investment. For it is true beyond all doubt that the ebb and 
flow of the tides of capital around the earth are essential to 
the welfare of creditors and debtors alike, and that they cannot 
go on effectively without highly developed machinery. 

For its proper operation, the machinery of international 
finance and investment will continue to require the broadest 
type of intelligence, combining great technical skill with a 
sound insight into economic and political conditions. And the 
necessity rests on the more intelligent sections of our public 
generally to follow foreign affairs more closely than in the 
past. The times are a challenge to the intelligence of all of 
us. The requirements are exacting, but they are part of the 
price to be paid for prosperity, and our prosperity, though it 
may now seem deeply submerged, is still basically with us and 
is bound to come to the surface again, in response to powerful 
recuperative forces which the depression itself has brought 
into action. 
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By GrEoFFREY PARSONS 


Mr. Parsons ts the chief editorial writer of the New York 
Herald Tribune, and author of the “The Stream of History” 
and other historical and political works. He speaks on the 
political and other international aspects of the present crisis. 


A the present moment, when the gold standard is the lead- 
ing topic of dinner conversation and the general assump- 
tion everywhere is that if tariffs, overproduction, debts and 
moratoriums could be readjusted the world’s troubles would be 
ended, I am going to ask you for a few minutes to look at the 
world, and Europe especially, from a quite different angle. 

I realize that economics is the magical word of the hour. 
Not, to be sure, the economics that I learned in college in 
another century. There have been several brand new models 
of economics since then. I recall the theories of money, for 
example. The quantity of currency controlled values in those 
dull, prosperous and happy days. Rapidity of circulation was 
touched upon, but lightly. Here was a delightfully neat theory 
that solved all the problems of currency upon the simple form- 
ula of the amount of money in existence multiplied by the 
speed with which it circulated. I do not say that this theory 
has been discarded. But the conception of what is money and 
what is circulation has been so expanded and the formula 
has become so complex that the silk handkerchief has been 
changed into a rabbit before our eyes—and a rabbit very hard 
to catch, too. 

So while the magicians of economics are running after their 
rabbits, I am going to try to suggest for your attention certain 
other basic factors which have not changed and are not chang- 
ing, so far as I can discover. They existed before Adam Smith 
and to this day they pay no attention to such institutions as 
the Harvard Business School, or The New York State Society 
of Certified Public Accountants. They are human factors, 
items built into the structure of human beings and of society. 
I do not pretend to say that they cannot be changed. I hope 
some of them will be changed—slowly over the decades. But I 
do hold that unless they are recognized, understood and faced, 
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it is idle to discuss economic factors as if they, by themselves, 
could really control the destiny of anyone. By all means 
study the gold standard—I study it myself and hope to under- 
stand it some day when the various schools of financial experts 
reach an agreement about it. I concede that reparations and 
debts are important when their figures are translated into 
human terms. The rising tide of tariffs obviously raises a 
serious problem. Almost everywhere they have mounted 
rapidly since the war. With the surrender of England, the last 
stronghold of free trade, the principle of protection has now a 
practically universal triumph in the world of actuality, while 
in the realm of theory, most economists are still frantically 
sweeping back the waves with their statistical brooms. By all 
means, let us study the latest tariff theories of the economists ; 
but let us, not less, and regardless of which view is correct, try 
to understand the causes of their defeat in the minds of prac- 
tical men everywhere. Only after we have clearly compre- 
hended the latter can we possibly make effective use of the 
former. 

Perhaps I can make clearer my conception of these intan- 
gible factors which control the great issues that make for peace 
and war, by a concrete illustration. It would seem as if repara- 
tions, a simple matter of payments in money or in kind, ought, 
of all war items, to be rigidly controlled by economic prin- 
ciples. Yet I venture to assert that they never have been so 
controlled—that they were conceived in emotion, were resisted 
on emotional grounds and will ultimately be cancelled in large 
part, for no economic reason whatsoever. Everyone will agree 
now, I think, that in devising reparations the Allies turned 
their backs on the economists. They did not fix any total at 
Versailles, it will be recalled, but the items included at the 
instigation of Mr. Lloyd George, fresh from winning a khaki 
election, were so extensive that the German people could not 
have met them in a hundred years. Reparations as laid down 
at Versailles represented abstract justice, revenge, hate, the 
political needs of British demagogy—anything but an eco- 
nomic measurement of actualities. That exceedingly able and 
astute financier, Mr. Bernard Baruch, came back from Ver- 
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sailles lamenting the impossible figures used and suggesting 
nine billion as a sensible sum from the economist’s point of 
view. In 1921 the Reparation Commission fixed a total of 31% 
billion dollars. Well, in 1924, three years later, the first steps 
toward a return to reason were taken by one of the ablest 
groups of economists who ever considered a world problem. I 
mean the devisers of the Dawes Plan, aided by such experts as 
my friend George P. Auld. Here let us agree that for an hour 
the economists took charge and reached a conclusion that 
might easily have been reached at Versailles if man really were 
an economic animal. Four years later the Young Plan carried 
forward the experts’ work and finally fixed the total of German 
reparations at about 9 billion dollars, reduced to cash value. 
That was in the spring of 1929. 

We innocent bystanders who were caught in the panic of 
the next autumn have at least one consolation—that the wisest 
experts from seven countries, a debtor and its creditors, 
debated exhaustively the economic status of the world only a 
few short months before the collapse of everything, and nobody 
on either side, so far as I can discover, saw the storm signals 
flying. The Young Plan contains machinery for postponement 
and revision but had either Germany or the Allies foreseen the 
depth and breadth of the chasm upon the brink of which they 
were standing, it is safe to say that the plan would have pro- 
vided for a far greater flexibility. That is by the way, however. 
‘Economics had its hour under the able leadership of Messrs. 
Dawes and Young, and I am satisfied in my own mind that the 
formula achieved was sound and practicable, that the German 
annuities could have been collected and transferred had the 
German people in good faith wished to do so. Even the great 
depression could have been weathered within the framework 
of the Young Plan, had economic factors controlled. But they 
did not control, they are not in control today, and when repara- 
tions have been finally cut to a sum which can be paid in cash 
—within the possibility of a bond issue, that is, given good 
times and confidence restored—the compelling force will not 
be economic. 

I do not ask you to take sides in the long controversy 
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between Germany and the Allies over reparations. My point 
holds good whether you think the Allies are wicked ogres 
who have sought to drink the life-blood of Germany, or 
whether you think the Germans are sentimental cry-babies, 
ruined by self-pity. The fact is that the sort of reparations 
which the Allies sought to impose, extending over almost 
three-quarters of a century, whether just or unjust, cannot be 
enforced so long as human nature is human nature. I believe, 
and I think the best opinion holds, that the schedule of pay- 
ments under the Young Plan is easily within German capacity 
to pay. But short of enslavement, I do not believe any nation 
can be made to try to pay such large sums over three genera- 
tions—and since enslavement would wreck the German indus- 
trial structure, this amounts to saying that no way of forcing 
the collection of the Young Plan annuities exists. I believe 
it was Bernard Shaw who remarked that no nation could 
spend sixty years sitting on the head of another people to 
collect a debt. 

All this is only incidentally a matter of dollars and cents— 
or francs or marks. The fundamental matter is sheer emotion, 
call it pride of nationality, love of independence, self-pity for 
an injustice, real or fancied, despair, or plain spite. The 
emotions are mingled and vary with each individual, depend- 
ing upon whether you are a Hitlerite or a Communist. But 
for one emotion or another, and by whatever method opposed, 
I am convinced, and I think most of those who have studied 
the problem are convinced, that the long-term collection of 
large annuities provided in the Allied scheme of reparations 
and so ably and fairly embodied, so far as economics went, in 
the Dawes and Young plans, is a flat impossibility. 

It will perhaps make my view clearer if I say that I am 
one of those who still believe that Germany was principally 
responsible for the outbreak of the Great War, and should be 
punished therefor like any aggressor who is made to bite the 
dust. Nor have I much patience with those sentimentalists 
who object to reparations because they fasten the sins of 
parents on younger generations. The younger generations in 
Germany, like the younger generations in any other nation, 
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are just as good Germans as their elders, in my observation, 
and propose to carry on their nation as a strong, growing and 
successful concern. They enjoy its assets and should share in 
its liabilities. 

But abstract justice cannot control the reparation problem, 
in my judgment, any more than can economics. We must 
learn to be realists in approaching these international prob- 
lems and what I am asking you to accept is the fact that the 
realest thing in Europe today—as in this country—is nothing 
material that the economists can count and measure, but a 
deep, controlling loyalty, often in direct conflict with economic 
forces, and centering about a man’s farm, the land he and his 
ancestors have tilled, a man’s friends and neighbors, a man’s 
countrymen who speak his language, read the same ideas in 
the same books and newspapers, and share the same myths 
and heroes. You will recognize that I am speaking about 
that unfashionable thing called patriotism. We shall come 
back to it later on. 

There is an illustration of my conception closer at home. 
It has been confused by generations of political guff and 
economic motives have always played a powerful part in its 
settlement. But if you will take a long view of its history 
I think you will agree with me that here, too, nationalism has 
been the decisive factor. I mean the tariff and the whole 
doctrine of protection, and because it is closer to home I can 
perhaps trace a little more sharply the development of the 
emotions I have in mind. 

How comes it that protection has marched to victory over 
the dead bodies of the embattled economists? I, for one, was 
tremendously impressed by the free trade argument when I 
studied economics in the ’90’s of the last century. It seemed 
to me unanswerable then and it seems to me unanswerable 
now—if economics were all. I mean to say that in a perfect 
world the cheapest way to produce would unquestionably be 
under free trade. Thereby every bag of wheat would be 
grown, every nut and bolt would be manufactured at the spot 
and by the people who could grow it or manufacture them 
most economically. By contrast, we pay a price for protec- 


t 
t 
e 
y 
n 
e 
10 
n, 
1e 
ut 
d, - 
ed 
of 
ns 
in + 
lly 
be 
he 
sts 
of 
in 
on, 


34 The International Situation 


tion. It is not exactly a tax added to the cost, etc., as the 
pure doctrine of free trade would have it, but it costs money 
to you and to me. The tariff debate, like most political 
debates, has often raged vociferously about this economic 
issue. Facing it, the protectionists were beaten before they 
began to fight, in my judgment. 

Why, then, has free trade gone down to ignominious defeat, 
even in Great Britain where the goddess of Free Trade was 
born, springing full grown from the brain of Adam Smith? 
For the simple reason that here, as everywhere, the economic 
view of life sees only a part, and the smaller part, of man’s 
motives for action. The fallacy of the economist lies in regard- 
ing man as a creature who instinctively and inevitably pursues 
material wealth, buying cheap and selling dear, perpetually 
seeking material gain for himself. The truth is that man never 
was and is not today preponderantly an economic animal. For 
the matter of that, what animal is? When a bird spends weeks 
in building a nest and weeks in sitting on eggs and days in 
collecting food for hungry mouths, it is doing one of the most 
uneconomical things imaginable. The bird is, to be sure, deal- 
ing in material items, but it assembles them only to give them 
away. It buys them dear, with the hardest kind of days’ work, 
and sells them for nothing, unless the silencing of wide open 
mouths constitutes a consideration. As the father of four 
children I sometimes feel closely akin to this bird. My point 
is—and I think it is of capital importance because so often 
ignored—that the motives which spur any parent to action 
and largely control his conduct are flagrantly uneconomic. If 
you prefer to call his motives merely an enlarged selfishness, 
I am not going to quarrel with you. I will gladly agree that a 
large element of selfishness enters into almost everything we 
do. If we are going to be realists about America or Europe, 
or tariffs, or anything else human, we must accept that fact. 
But loyalty to a family, like loyalty to a nation, in the lowest 
interpretation, brings other human beings into the circle of 
selfishness. The parent, like the citizen of a modern nation, 
will, when a real crisis comes, make almost any sacrifice for 
the larger group to which he belongs. After all, being a human 
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being is one of the loneliest things in the world—perhaps most 
lonely of all in a modern cave-dwelling city. So what more 
natural then that we should put great store by those groups, 
small or large, which give us a sense of comradeship, support, 
sympathy, and are symbolized by a hearth or a flag. The 
modern nation may be a new invention—some four centuries 
or so old—but loyalty to one’s kind is as old as the hunting 
pack. So we should naturally expect to find strong motives, 
based on loyalty to others, running directly counter to those 
motives of selfish profit around which the science of economics 
is necessarily built. 

But I did not mean to digress into the doubts and specu- 
lations of psychology. The facts as to the tariff are clear 
enough. There is plenty of hoggishness in the way any particular 
American tariff is framed. So far as appeals to the voter are 
concerned, the full dinner pail has been a favorite symbol of 
protectionism—or was until the bottom dropped out of it in 
1929. But I think it clear that something more than the ma- 
neuvers of selfish groups lies behind the extraordinary success 
of protection over the decades. It has triumphed, it seems to 
me, because it offers the surest means by which a modern 
nation can develop itself into a strong, secure, relatively self- 
sufficient and courageous unit. You will recall that it was as 
the great “National Policy” that protection was first sold to 
the American people. Well, I think it has prevailed and endured 
precisely because this was a correct description. America 
might have made more money if it had stuck to agriculture 
and those few industries for which it was peculiarly equipped 
by nature, as the free-trader pleaded to have it do. But it would 
not be America as we know it, a balanced nation, still strongly 
agricultural, yet highly industrialized and able to hold its own 
as a great power, come what may. The processes of politics 
in a democracy are so blundering and inexact that oftentimes 
the voters themselves do not realize what they are doing 
until they have done it. Most of our individual actions share 
the same element of surprise and experiment. To make matters 
worse, politicians shun real frankness as if a plague. A major 
part of their duty is to invent superficial reasons, which is to 
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say excuses, calculated to make sense with the voter in a 
hurry. The real course of national history runs far deeper. 
I know that the free trader likes to believe that it is the 
Machiavellian guile of the protected industries which has led 
the country astray and made it vote against its best interests, 
decade after decade. I cannot pretend to enough wisdom to 
answer these suspicions with finality. It is hard enough to 
analyze the confusion in one’s own mind and to decide just 
why one voted for Mr. Hoover or for Mr. Smith or against 
either, or stayed at home. The complexity of a plebiscite by 
millions presents to the analyst a hopelessly addled ocean of 
assorted reasons, prejudices, slogans, antipathies, hates. 

I hope I have made clear the limits of what I am trying 
to set before you. It is simply that the economic viewpoint 
was insufficient to give a sound decision of the tariff issue and 
that, as a matter of fact, it has not decided it, despite endless 
economic arguments put forward by both sides. It has been 
decided, judged from a long-term viewpoint, upon the much 
broader ground of nation-building, of loyalty to one’s own 
kind of people and the desire to see them grow great and 
flourish. There is for many an incidental satisfaction of 
selfish individual wants involved, yes. But there is far more 
and until the free traders and the economists appreciate what 
that far more is, they will never persuade the country to their 
view. 

The political economists have shifted their conception of 
man a number of times since the early writers posited him 
as a sort of gainful animal, working as little and eating as 
much as he could. The modern writers recognize his cultural, 
spiritual and social wants, involving the use of leisure and the 
enjoyment of luxuries. But I think they still under-estimate 
his motives. I regret to say that our friends the pacifists, 
who are seeking to end war once and for all, seem to me 
guilty of the same error. The politician knows better—in the 
immortal phrase of the Tammany orator, he “panders to the 
better element” whenever votes appear to stand under that 
banner. I wish the idealist could learn to imitate him. I am 
speaking now not of those practical internationalists who are 
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slowly and painfully trying to improve the organization of the 
world so that war may become a little less likely as the 
decades pass, but of those Utopian pacifists who insist upon 
a miracle and actually believe that war can be ended by a 
covenant or a super-state, or by the oath of enough clergymen 
and non-resistants—who never have fought and never would 
be expected to fight—not to go to war. 

If you will go over the history of pacifism I think you 
will be astonished at the selfish motives to which its advocates 
have frequently appealed. I gladly grant them a high aim, 
the ending of a great evil. I am speaking now of their 
propaganda, the terms into which they translate their move- 
ment and seek to make it appeal to the general public. What 
has been the chief stock-in-trade of peace propaganda in 
recent years since the war? A frank appeal to the timidity 
of mankind. The Great War was bad enough. The next will 
be far worse. Regiments, whole cities, will be snuffed out by 
poison gas. New and terrible machines will make war so 
destructive that civilization cannot possibly survive it. Whole 
books have been written on the subject. Essentially it is 
memories of the horrors of 1914 to 1918 upon which this 
pacifist appeal relies. 

Those memories were bad enough—so bad that the shrewd 
people who edit our magazines and books and make our 
movies let nearly a decade go by before they touched them. 
The theory was that no one wanted to hear the war men- 
tioned. Then suddenly someone discovered, I suppose by 
accident, that if this condition had ever prevailed, it was 
ended. A good war film made an enormous financial success 
and the movies have been full of Zeppelins and barbed-wire 
dugouts ever since. So, too, with the magazines and the 
books. Even a book like Remarque’s, intended as a savage 
anti-war document, was read almost like a novel. Horror 
was piled upon horror on screen and printed page and yet, 
save for the few with too poignant memories, the result 
proved too exciting to be depressing, too magnificent to cause 
terror. 

Here is, I think, the fatal weakness in the fear argument 
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as it has been used by the pacifists. Perhaps it might have 
worked if they could have achieved their miracle swiftly and 
abolished war while memories of the trenches were still 
vivid. I doubt even that. I doubt if man can ever be fright- 
ened into doing anything he does not want to do, and I 
rather respect him for his stubbornness. He would not be 
where he is today if the pacifists were right in their estimate 
of him. At any rate, time heals all scars. A new generation 
arrives. I asked my oldest son the other day, aged twenty- 
three, what he remembered of the war. “The chief thing I 
recall is that the bread wasn’t any good,” he said. Well, 
he was ten when the war ended. I hate to think that a new 
generation has arrived since the war, but it has—a new public 
for the movies, for the books, new voters, new armies. 

I spent a few weeks in Europe this summer at the peak of 
the tension—when sober-minded men everywhere were shak- 
ing their heads and war, a real war, seemed a realer possi- 
bility than at any time since 1918. If the pacifists were right 
everyone would have been jumping up and down and crying 
“Peace!” To the contrary, the general attitude on both sides 
of the Rhine and to the south of Switzerland seemed to be a 
fatalistic acceptance of a conflict regarded as inevitable. 
Nobody actively wanted war—I doubt if large numbers of 
people have ever wanted war. But there was no visible fear 
of it. If a new Europe, too afraid to fight, had arrived, I 
could not find it. 

If fear is worthless as a motive for keeping the peace of 
the world, I think that Senator Borah’s appeal to the pocket- 
books of the world is even sillier. I regret to say that the 
Administration at Washington seems to share the view that 
disarmament at Geneva in February will be powerfully aided 
by stressing hard times and the great cost of armies and 
navies. The idea is a favorite rainy day subject for certain 
cartoonists—you have doubtless seen it, the figure of Europe 
staggering hopelessly to destruction under a colossal weight 
of armaments. But the cartoonists have at least the excuse 
that they must draw something and the idea holds a quick 
and easy picture. Here is, it seems to me, the acme of futility 
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—attempting to oppose the economic appeal to the national 
appeal. Even as economics, the argument is not much. But 
what a grotesque misreading of human nature is involved! 
As if the saving of a few dollars could possibly outweigh the 
habits and loyalties of generations with respect to institutions 
believed, rightly or wrongly, to guard home, happiness, iife 
itself! 

One recalls those pathetic believers in peace via the eco- 
nomic road, who so confidently predicted in the summer of 
1914 that there could not possibly be a European war because 
of the economic ties of modern international commerce. The 
great bankers would not permit a great war. The trade unions 
would refuse to fight. The predictions continued with assur- 
ance until the guns drowned them out. 

I took down from the shelf the other day a volume that 
has been there since 1910, the year it was published. It is, in 
my judgment, the ablest book in behalf of peace that has ever 
been written. I mean “The Great Illusion” by Norman Angell. 
It was written in those closing years of an era, when Europe 
was lurching down-hill swiftly, inevitably, into the most stu- 
pendous events of all time. In this country hardly anyone 
even knew that anything was afoot. In England the wise 
men and the prophets, like Lord Roberts, were in a pathetic 
minority. Fortunately for England, the practical men of the 
Admiralty were silently building up the fleet and maintaining 
it ready for action—then as now. Norman Angell saw the 
dangers clearly. He saw equally the futility of the pacifists 
of that era. Their arguments were chiefly humanitarian and 
moral—based on Tolstoy and the Beatitudes. Mr. Angell 
described well the weakness of this appeal in a world of 
struggle and grim competition. He was deeply sympathetic 
with the spirit of the pleas of the pacifist leaders—of one 
Ramsay MacDonald, for instance. But he felt sure that they 
were accomplishing nothing. The naval race between Ger- 
many and Great Britain was then at its keenest. There is 
Greek tragedy in re-reading “The Great Illusion” today. 
Some of you may recall the conclusion that Mr. Angell 
reached. He rejected the humanitarian appeals as ineffective 
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—appeals to emotion, yes, but to emotions potent in a negli- 
gible fringe of idealists too delicate of spirit for the rude world 
most humans are obliged to live in. Nor had he any faith in 
arguments addressed to the pocket-book as usually put forth 
on the basis of military expense. He attempted a quite dif- 
ferent economic appeal founded on the conviction that war, 
whether of defense or conquest, never had paid and never 
would pay. He proved his case, too, I have always felt and 
proved it by an exceedingly able analysis of history. Here 
was the economic argument presented in its most practical 
form, you will observe, with no suggestion of a miracle or 
speedy reform, but in the hope that gradually the financial 
and industrial leaders and workers of England and Germany 
might be turned against an unprofitable enterprise. 

The main thesis of the book was certainly not disproved 
by the war. This country, which stayed out of the war until 
the last minute, was the one nation to profit hugely by it. 
Probably every other country lost hugely. Yet I regret to 
say that I can see no real indication that even this able 
economic argument against war, fortified by a laboratory 
demonstration of its truth, within the very next decade, has 
made many converts. 

Is the reason not precisely the point from which we started, 
that no international issue, whether of reparations, protection, 
or war itself, is decided upon economic grounds, of profit or 
loss, immediate or remote? In the last analysis did not 
Mr. Angell repeat the fundamental error of the emotional 
pacifist and ignore the real sources of war, in man’s long 
established loyalty to his own kind, sharing in a great adven- 
ture and living without alien interference? As soon as a way 
can be devised which will insure national growth and inde- 
pendence without armies and navies, they will be abolished. 
Not before. 

Now, having patiently listened to this pessimistic criticism 
of others’ peace efforts, some of you may wish to arise and 
ask me to name my own remedy. That is a natural retort. 
But I hope I have already made it clear that I have no remedy 
and that I regard the present vague, widespread belief that 
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there is somehow, somewhere, a remedy that will enable us 
soon to beat our swords into ploughshares, as false and dan- 
gerously misleading. I doubt if we can effectively concen- 
trate on the slow, laborious efforts needed to make war less 
probable, until we have dismissed from our minds the belief 
that it can be made impossible here and now. 

The two methods of approach have little in common. At 
many points they are flatly contradictory. Your complete 
pacifist sees chiefly hate, envy and bloodthirsty rivalry in 
European nationalism. I see in it the logical expression of 
that individualism and localism which have made the brilliant 
progress of the western world possible. Perhaps the division 
of the Scandinavian people into three small countries is the 
most extreme example of nationalism run mad that the world 
has ever seen. But when such madness, despite the many 
wars it involved, yields three such highly civilized and admi- 
rably individualized peoples as the Swedes, the Norwegians 
and the Danes, who can say that it is not a highly precious 
form of insanity? In the Balkans the picture is quite different, 
and nothing done at Versailles was as unsound and backward 
looking as the increase in the number of small nationalities 
accomplished in the name of that high sounding and sup- 
posedly forward looking principle, self-determination. The 
net result of it has simply been to transfer the factor of pro- 
testing minorities from one side of certain boundaries to the 
other side. There is certainly nothing sacred in the principle 
of nationalism—it works well in Scandinavia, not too well in 
Central Europe, and terribly in the Balkans. We should treat 
it, therefore, as a highly useful institution in the development 
of Europe, to be cherished for the good it does in stimulating 
peoples and ideas—as did the city governments in Ancient 
Greece—but certainly not to be applied to peoples hopelessly 
confused as to race and barely started on the road of self- 
government. 

As for the problem of nationalism, when it causes a smol- 
dering, traditional rivalry such as that between France and 
Germany, fed by divergence of race, language, and national 
traits, lasting from generation to generation and bursting into 
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flames at intervals, I do not see any new principle that can be 
applied. The Geneva League has definitely failed to measure 
up to the task of settling disputes among the major powers. 
The World Court may yet rid itself of its political handicaps 
and prove of service in developing principles of international 
justice of solid worth to the cause of peace. But no machinery 
now in sight seems likely to be capable of damming the 
floods of emotion which spring from the ancient loyalties and 
rivalries of Europe. New habits of international intercourse 
and mutual understanding would help. But against their 
formation the bars of language present an almost insuperable 
obstacle. Travel, as we all know, stirs fully as much antipathy 
and irritation as accord. Your Englishman is inspired to 
murder when he hears a Chicago accent, precisely as we are 
rendered bloodthirsty by an Oxford accent. You probably all 
know doughboys who came back from the war insisting, if 
they had been in France, that in the next war we must fight 
France, or if they had been in England, equally sure that we 
must fight England. International understanding appears to 
be a delicate attunement, difficult to pick out of the ether, 
and liable at any moment to be drowned out by static, as 
recent events in Japan have demonstrated. 

I do feel, and probably many of you feel, that the closer 
bonds of trade and finance, of inter-communication in general, 
in which the world finds itself today should in the long run 
bring the world closer together in spirit. This country even 
with its vast territory, is far more closely knit than were the 
thirteen original colonies. Here is unquestionably a factor 
that over the years should help—help the interchange of ideas 
and the growth of friendships, bring an increasing realization 
of how mutually dependent the modern nations are. It seems 
to me reasonable to look forward to a day when a new solidar- 
ity will prevail, which without lessening loyalty to country 
will add to it a generous interest in other countries that will 
make it increasingly difficult to awaken the war spirit. 

Yet distances in Europe are not great. There is no lack of 
communication or trade across the Rhine Valley. The British 
Channel is a narrow sheet of water, but I do not suppose there 
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are any two nationalities that understand each other less and 
annoy each other more than the English and the French. The 
Balkan countries lie cheek by jowl—the better to make faces 
at one another. Evidently mutual economic dependence and 
easy, constant intercourse, have not united Europe. Almost 
to the contrary, it would seem, propinquity has lent disen- 
chantment. In Europe there are plainly ancient traditions of 
rivalry which the ease of modern intercourse and modern 
interdependence have thus far failed to touch. We can hope 
for progress without shutting our eyes to the inescapable fact 
that it is exceedingly slow in arriving. 

If you wish to read a thoroughly pessimistic analysis of 
the European situation in all its painful details, I recommend 
Frank Simonds’ new volume “Can Europe Keep the Peace?” 
I have not attempted tonight to present those details but 
rather to sketch in broad outlines the emotions and loyalties 
which create them. And I hope you do not think I am a pessi- 
mist. For I like the world and I refuse to despair of Europe, 
even though it insists upon being old. I doubt if I should 
really enjoy a world run by pacifists and I know I should not 
enjoy a Europe that was new. 

I suspect that it is largely because pacifists of the Utopian 
type breed pessimism that I am so much against them. They 
measure men, Americans, Frenchmen, Germans, Italians, Japanese, 
by the stature of angels and because the measurements are 
disappointing they turn to despair. They weep because the 
League is not accomplishing what it never should have been 
expected to accomplish. They complain because the American 
people refuse to meddle in European concerns of which they 
are as completely ignorant as Europeans are of this country— 
well, not quite, but almost. It is like the depression. The 
despairers and viewers with alarm are insisting upon a plan, 
a marvelous plan, by which days will always be happy hence- 
forth and forevermore. This must be a depression to end 


depressions, like the war to end wars. Well, those who have 


accepted the depression as just another depression, much worse 
than 1907, but not so bad as 1873 or 1892, have been astonished 
to find how much wisdom could be taken from it—for instance 
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as to how much more important an old friend was than a new 
motor car—not to say how ably an old motor car—an ante- 
diluvian model, two years old—will perform. And, having 
actually spoken of patriotism as if it could sometimes be a 
generous and noble emotion, I do not see why I should not go 
on and boldly suggest that war, even war, has its noble 
moments. I would recall to you a play, “Journey’s End”, which 
many of you doubtless saw. To my mind it was the most 
perfect of utterances upon the terror, the filth, the waste, the 
futility of war. Yet I felt, and I think most people felt—some- 
thing else—the incredible magnificence of mankind there dis- 
played. Personally I do not think that ever before did I see so 
clearly the immortal fire that is a human soul. I know that I 
never before felt so proud that I was a human being. 

Perhaps a little return to the philosophy prevailing during 
the war would help us now. In the post-war slump too many 
have refused to accept the hard facts of Europe and ourselves, 
they have preferred to live in a fool’s paradise, hoping, pretend- 
ing that mankind had in some mysterious fashion been trans- 
formed, and that the old Adam in each of us, who caused the 
Great War, was dead, or at least could be killed painlessly by 
a little chloroform dexterously applied from Geneva. As a 
result, they have shut their eyes to nothing less than the great 
adventure of living, of struggling to prevent war, to make the 
world a little better, of trying and failing, and still struggling 
on. They have forgotten, too, oddly enough, very much as 
did the soldier in the Bairnsfather drawing, that after all, this 
is the only world we have. There is, here and now, no better 
world to go to. 
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